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American Institute of Accountants 
135 Cedar St., New York
American Institute of Accountants
135 Cedar Street, New York
May 25, 1934.
To the Members and Associates of the 
American Institute of Accountants:
Gentlemen :
Reports and discussion at the April meeting of Council of the 
American Institute of Accountants included references to so 
many matters of importance to the accountancy profession that 
the Executive Committee has instructed the secretary to send a 
summary of the proceedings, in the form of a special report, to all 
members and associates of the Institute.
Extra copies of this report are available without charge, and 
members are invited to place them in the hands of others who may 
be interested in the subjects under review.
Relations of Accountants with the Public
The keynote of the Council meeting was struck by a speaker 
who stated that the past eighteen months had been as important 
a period in the history of accountancy as any that had yet oc­
curred. The future of accountancy, it was said, will perhaps be 
determined by the response of accountants to the opportunities 
and responsibilities now being thrust upon them. These remarks 
followed reports of committees dealing with the Federal Securities 
Act, the National Securities Exchange Bill, the National Indus­
trial Recovery Act, the investment bankers’ code and similar 
matters.
Federal Securities Act of 1933
The efforts of the Institute have been responsible, a t least in 
part, for proposed amendments to the Federal Securities Act of 
1933 which will probably be enacted a t the current session of 
Congress. A committee of the Institute, as well as individual 
members, has participated in discussions with the Federal Trade 
Commission and has taken the position consistently that experts 
should be dissociated from directors and underwriters in so far as 
the liability provisions of the act are concerned and that account-
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ants should be held liable only for damages actually caused by 
their own errors.
I t  was pointed out at the Council meeting that a bill recently 
offered by Senator Hastings to amend the Securities Act supported 
the Institute’s arguments on three other important matters: the 
unfairness of imposing the burden of proof upon a defendant; the 
desirability of reducing the time limit within which actions for 
damages may be brought, and the justice of permitting a court to 
assess reasonable costs, including attorneys’ fees, against the 
plaintiff if it is proved that his contentions lack merit. In a 
statement issued in conjunction with his introduction of this bill 
Senator Hastings referred particularly to accountants, asserting 
tha t they were exposed to unfair liability under present provisions 
of the Securities Act.
As this report is being written, another bill has been introduced 
in Congress by Senator Fletcher, it is said with administration 
approval, which also appears to meet to a great extent the Insti­
tu te ’s objections to the original act.
The Institute has also participated in correspondence and con­
ferences with reference to regulations affecting accountants under 
the Securities Act, particularly the form and exact wording of 
the accountants’ certificate as prescribed in Article 15 of the 
regulations.
On April 7, 1934, the Federal Trade Commission announced the 
following amendment to its regulations, which is substantially in 
accord with the recommendation of the Institu te :
“ Art. 15. Certifications by accountants or other experts.
“ Any certificate by an independent certified or public account­
ant with respect to a registration statement or any papers or doc­
uments used in connection therewith shall be dated and shall 
conclude with a statement substantially to the following effect:
“ Subject to the foregoing comments, we have, after 
reasonable investigation, reasonable grounds to believe, 
and do believe, a t the date of this certificate, that the state­
ments contained in the attached balance-sheets and in the 
attached profit-and-loss statements truly and fairly reflect 
the application of accepted accounting practices to the facts 
disclosed by our investigation, and that there is no omission 
to state a material fact required to be stated therein or 
necessary to make the statements therein not misleading.”
I t was also reported to the Council that the Commission had 
released a definition of the phrase “ material fac t” as it appears
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in the Securities Act. A “ material fac t” according to the Com­
mission is a “ fact which, if it had been correctly stated or 
disclosed, would have deterred or tended to deter the average pru­
dent investor from purchasing the securities in question.” The 
desirability of such a definition had been emphasized by the 
Institute from the first.
National Securities Exchange Bill
The Securities Exchange Bill, proposed in Congress in Febru­
ary, contained provisions for independent audits of the accounts 
of corporations listed on securities exchanges, as well as other 
provisions dealing with forms of accounts, methods of accounting 
and liability of accountants, all of which required the considera­
tion of the Institute. There had not been many days for study 
of the bill when a report was received that hearings would close 
in the near future. Under pressure of time several meetings were 
held in an endeavor to obtain a general cross section of opinion 
on questionable points in the bill, and eventually a brief was 
prepared, which, after review by counsel and approval of the Execu­
tive Committee, was filed with the congressional committees con­
cerned. The full text was published in the March Bulletin for the 
information of all members. The revised draft of the bill, later 
introduced in Congress, contained modifications in several of the 
provisions to which the Institute had devoted attention.
Responsibility
I t must be clearly understood that in all discussions of ac­
countants’ liability under federal statutes the Institute has in­
sisted that its members are prepared to accept the full measure of 
responsibility which can properly be imposed upon professional 
men who are called upon to express an informed opinion. Penal­
ties so extreme as to be of a punitive character, however, have 
been resisted on the ground that they are unjust, unnecessary 
and destructive.
N .R .A .
A committee of the Institute has kept itself informed of activi­
ties of the National Recovery Administration. Advice has been 
rendered to officers of the administration who have been dealing 
with the problem of defining costs for purposes of codes under the 
N. R. A. Through the Bulletin members have been informed of 
progress in this direction.
5
Representatives of the Institute have also been in consultation 
with a committee appointed by the Department of Commerce 
to consider the question of uniform accounting for industry. The 
Institute has contended that standardization of forms and meth­
ods of accounting throughout industry as a whole is impracticable, 
and if accomplished would be meaningless. However, the ques­
tion of within what limits standardization of principles of ac­
counting may be attainable has been receiving a good deal of 
consideration.
Accounting Principles
There was evidence a t the meeting of Council that progress 
had been made in the study of broad accounting principles which 
might be outlined by the Institute for the information of the pro­
fession a t large. It was said that from discussions with govern­
ment representatives and others there appeared to be a general 
desire for more information as to the bases on which assets are 
valued on the balance-sheet and as to the presumptions that 
apply if no basis of valuation is stated. Steps might properly 
be taken by accountants, it was suggested, to insure readers of 
financial statements against a misapprehension that assets were 
stated a t their estimated present realizable value, for example, 
when that was not the intent of those issuing the statement. 
Treatment of capital gains or losses, which are of an entirely 
different character from items representing the current flow of 
income, was another field in which it was suggested improvement 
in technique might be possible. The fact that income statements 
are not only historical but are regarded as reflections of earning 
capacity and should be framed accordingly was also emphasized.
I t was reported that government authorities and others in 
responsible positions had expressed dissatisfaction with some of 
the work of accountants that had come to their notice. Such 
comments were quoted as emphasizing the importance of the 
acceptance of their full professional responsibilities by public 
accountants everywhere, while at the same time efforts might 
properly be made to modify unfair civil liabilities imposed upon 
them by statute.
The possibility of the invasion of the proper field of professional 
accountants by bureaucratic agencies not so well equipped to 
serve the public was mentioned as a threat which might material­
ize if the profession failed to meet its full responsibilities.
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Satisfactory discharge of these responsibilities, according to one 
speaker, will lead to more rapid progress of accountancy than 
would have seemed possible some years ago.
Coöperation with Stock Exchanges
A full report of the Institute’s correspondence with the New 
York Stock Exchange was published in January, 1934. Since 
that time the special committee on coöperation with stock ex­
changes has given attention to comment on the report and sug­
gestions for further activity in this direction. I t was indicated 
a t the Council meeting that the special committee will endeavor 
to ascertain to what extent its recommendations on scope of 
audit, treatm ent of certain items in accounts and form of audi­
tor’s report or certificate, which had been endorsed by the ex­
change, will be accepted and followed.
I t  was stated that the stock exchange, like other authoritative 
bodies, after requiring independent audits of the accounts of 
listed companies will naturally endeavor to insure tha t audits 
actually performed shall serve as a measure of protection to in­
vestors. This thought was advanced to emphasize again the 
necessity that accountants meet squarely the responsibility im­
posed upon them if they are to receive still further opportunities 
for service.
Investment Bankers' Code
High praise was accorded the Institute’s special committee on 
coöperation with investment bankers for its part in drafting ac­
counting provisions embodied in the investment bankers’ code 
approved by the N. R. A. The committee reported tha t it had 
collaborated with the drafting committee of the Investment 
Bankers Association in the preparation of these provisions, and 
tha t its chairman had appeared at the hearing a t Washington be­
fore representatives of the administration.
The investment bankers’ code not only provides for annual in­
dependent audits of the accounts of issuers of securities so long as 
any part of the issue shall remain in the hands of the public, but 
also emphasizes the proper treatm ent of important items in ac­
counts. By reference to these provisions an auditor should have 
little difficulty in convincing an issuer of the necessity for an 
examination of adequate scope and full disclosure of essential in­
formation. The accounting sections of this code lend strong sup-
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port to contentions which accountants have been making for 
years.
In the opinion of many persons the investment bankers’ code 
will provide an even greater measure of protection to the public 
than federal legislation regulating the sale of securities. There is 
evidence that the value of the Institute’s contribution has been 
fully recognized by those who prepared and approved the code.
Natural Business Year
The importance to the accountancy profession of efforts to en­
courage wide adoption by industry of the natural business year 
was forcibly expressed a t the Council meeting. It was stated by 
those who had been in consultation with representatives of the 
federal government that they had continually stressed the desir­
ability of flexibility in statutory provisions regarding independent 
audits, so that corporations might adopt fiscal years best suited to 
a particular industry, a t the termination of which accounts 
could be closed and audited with least expense and inconvenience. 
The Institute’s brief on the National Securities Exchange Bill ex­
plained a t some length the incidental advantage, from the point of 
view of regulatory bodies, of receiving annual reports for analysis 
a t frequent intervals throughout the year rather than in large 
numbers shortly after December 31st.
The chairman of the special committee on natural business year 
reported that the committee had continued the program of edu­
cational publicity which the Institute had been carrying on for 
a long time, and he referred to intermittent reports in the monthly 
Bulletin of newspaper and magazine articles describing advan­
tages of closing accounts a t the date most convenient to the busi­
ness concerned. He expressed the opinion, however, that there 
was considerable inertia among government agencies and business 
men which must be overcome before it would be possible to induce 
changes on a large scale from the calendar year to fiscal years. 
He urged practising accountants to canvass clients thoroughly 
in an effort to persuade them to adopt the most appropriate clos­
ing dates. The committee has pointed out to trade associa­
tions tha t adoption of a uniform natural year within an indus­
try  would facilitate the development of accounting records on a 
comparable basis for purposes of codes under the N. R. A.
The Council considered a suggestion, and referred it to the 
Executive Committee for further investigation, that the Institute,
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perhaps in collaboration with other bodies of accountants, might 
launch a special campaign, possibly through an expert retained 
for tha t particular purpose, to approach the various code authori­
ties and endeavor to convince them that it would be advantageous 
to adopt a natural business year for the entire industry concerned. 
“Shannon B ill"
The Council received a committee report indicating that atten­
tion had been given to the so-called Shannon Bill (H. R. 6038), 
which would require all departments of the government to keep 
cost accounts in some detail and on a prescribed basis, so that 
comparisons could be made with the costs of private business with 
which government departments might be in competition. It was 
stated tha t the bill might exercise a powerful influence toward 
elimination of waste in government activities and unfair competi­
tion with private business. An editorial in The Journal of Ac­
countancy in support of this bill has been widely quoted in the 
public press.
Coöperation with Bankers
The distribution of nearly 10,000 copies of joint letters issued 
by the American Institute of Accountants and the Robert Morris 
Associates to members of both organizations and to other inter­
ested persons marked a distinct advance in the coöperative rela­
tions between accountants and bankers, according to the report of 
the special committee on coöperation with bankers. The letters, 
which were distributed in December, 1933, emphasized certain 
points of importance to bankers in their effort to determine 
proper commercial credit on the basis of audited financial state­
ments.
I t was reported also that the Institute’s standard bank con­
firmation form had been widely accepted. The committee has 
been corresponding with accountants and bankers in reply to in­
quiries about the form and has received suggestions for improve­
ment which will be helpful if a revision seems necessary.
Governmental Accounting
A bulletin on municipal audit procedure prepared by the Na­
tional Committee on Municipal Accounting, in which the Insti­
tu te is an active participant, will soon be available for general 
distribution, according to an announcement a t the Council meet-
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ing. The future program of the joint committee includes the 
preparation of bulletins on classification of funds, expenditures 
and revenues, assets and liabilities in municipal accounting, the 
form and content of municipal financial reports and development 
of a bibliography of municipal accounting, as well as other sub­
jects.
Reference was made to the report of the Institute’s special com­
mittee on governmental accounting published in March under the 
title Audits of Governmental Bodies, of which 11,250 copies were 
distributed. Representation of the Institute’s committee at 
various meetings devoted to the subject of governmental account­
ing was also reported.
Coöperation with American Petroleum Institute
Two joint meetings between the Institute’s special committee 
on inventories and a committee of the American Petroleum In­
stitute, followed by extensive correspondence, has served to 
clarify many questions surrounding methods of valuing invento­
ries in the oil industry. It was reported to the Council that the 
principal remaining differences of opinion are among the members 
of the Petroleum Institute’s committee, but it is hoped that fur­
ther conversations planned for the spring will result in agreement 
by both groups on certain basic recommendations.
Federal Income Taxation
Proposals of a congressional committee drafting a new revenue 
bill were the subject of a brief filed by the Institute’s committee on 
federal legislation in January, 1934. The three major issues 
raised by the Institute related to depreciation and depletion de­
ductions, consolidated returns and credit for foreign taxes. The 
bill as it eventually passed the house generally met the Institute’s 
objections on the first two items and improved to some extent 
the original provision regarding foreign tax credit.
The committee also gave considerable thought to practical 
questions in the application of Treasury Decision 4416, requiring 
tha t taxpayers disclose the extent to which expert assistance is 
received in the preparation of tax returns and also requiring 
practitioners to sign an affidavit stating their belief in the correct­
ness of the information set out in returns which they have helped 
to prepare. The committee expressed the opinion that practi­
tioners are wholly within their rights in modifying the form of
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affidavit in cases in which it is appropriate to do so, and said that 
so far as it had learned representatives of the Treasury Depart­
ment have not refused to accept modified affidavits in such cases. 
Institute Affairs 
Board of Examiners
I t  was reported to the Council that the board of examiners had 
modified the plan of coöperation with state boards in the conduct 
of examinations in order that states previously unable to partici­
pate in the plan, because of technical obstacles preventing the 
forwarding of candidates’ papers for grading by the Institute’s ex­
aminers, might be able to coöperate. Thirty-five states and terri­
tories a t present coöperate with the Institute. The board intro­
duced an innovation in the examinations a t the November, 1933, 
sessions by including in the auditing paper a question on profes­
sional ethics, a practice which is to be continued in the future.
Professional Ethics
Twenty-eight complaints and inquiries engaged the attention 
of the committee on professional ethics during the current year. 
They included questions related to rules Nos. 2, 4, 8, 10 and 11. 
The committee reported that there is a possibility of formal 
charges in several cases now pending.
The committee also reported consideration of certain proposed 
resolutions intended to qualify existing rules of conduct and cer­
tain additions to the rules of conduct submitted by last year’s 
committee a t the 1933 annual meeting (see report in 1933 year­
book, pages 225-229 inclusive). The present committee has dis­
cussed with the special committee on accounting procedure certain 
resolutions related to rule No. 2 involving technical accounting 
questions. Other matters under consideration are certification of 
financial statements of an enterprise in which an accountant owns 
a substantial interest; definition of “ clients and personal associ­
a tes” for purposes of rule No. 11; amendment of rule No. 10 with 
respect to contingent fees; possibility of a new rule relating to 
competitive bidding.
By-laws
I t was announced to the Council that the committee on by-laws 
will recommend a change in the expression of purposes of the In­
stitute, in Article I, Section 1 of the by-laws, by the addition of a
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phrase somewhat as follows: “ to assist in the maintenance of high 
standards for the C. P. A. certificate in the several states.”
Library
The increasing usefulness of the library of the Institute is 
shown by statistics reported to the Council: 2,606 inquiries have 
been answered since September 1st; 2,250 visitors have been re­
ceived in the library in the same period; total collection of books, 
magazines and pamphlets has grown to 14,286, and 1,002 books 
have been borrowed by members during the current fiscal year.
Publication
The publishing activities of the Institute during the current 
year have resulted in a net profit about six times as great as that 
for the corresponding period of the previous year. It was re­
ported to the Council that renewals and new subscriptions to The 
Journal of Accountancy are greater than in the previous year, and 
that the decline in circulation appears to have been definitely 
checked.
A new book on the accounts of an oil company will be produced 
by the publishing company in May. Other manuscripts are in 
course of preparation.
State Legislation
Bills affecting accountancy have been introduced in five states 
during the current year, although this is the year in which few 
legislatures meet in regular session. Bills introduced in Kentucky 
and Virginia would have permitted the issuance of C. P. A. 
certificates without examination, but both failed to pass. A law 
was enacted in the state of Washington permitting the licensing of 
public accountants without examination. A two-class restrictive 
bill, opposed by the New York State Society of Certified Public 
Accountants, was introduced in the New York legislature, but 
failed of passage.
In each case the Institute’s committee on state legislation has 
been in communication with accountants in the state concerned 
and has volunteered to coöperate with state societies in opposing 
undesirable legislation.
Accounting Procedure
A memorandum on the treatm ent of foreign-exchange fluctua­
tions in the accounts of American companies with subsidiaries
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abroad was prepared by the special committee on accounting pro­
cedure and was published in the January, 1934, Bulletin. The 
committee has conferred with the committee on professional ethics 
on certain proposed resolutions to supplement the rules of pro­
fessional conduct and has replied to inquiries submitted by mem­
bers of the Institute.
Entry into Canada
As a result of reports that American accountants in some cases 
had been denied entry into Canada by the immigration authorities 
of th a t country, the Executive Committee of the Institute au­
thorized discussions with representatives of the Department of 
Labor of the United States, in an effort to obtain a ruling favor­
able to accountants which might be the basis of reciprocal action 
on the part of the Canadian authorities.
A ruling has now been received to the effect that certified public 
accountants are not amenable to the contract-labor provisions 
of the immigration law of the United States, and the Dominion 
Association of Chartered Accountants has offered, on the basis 
of this ruling, to attem pt to obtain a similar pronouncement 
from the immigration authorities a t Ottawa.
Benevolent Fund
The Council has approved the action of the Executive Com­
mittee in incorporating the American Institute Benevolent Fund, 
Inc. Numerous contributions have been received from members 
of the Institute, and assistance has been rendered to members of 
advanced years in need of help.
State Corporation Laws
An analysis of state corporation laws, so far as they affect 
accounts and financial statements, is being undertaken by the 
newly appointed special committee on state corporation laws.
Federal Corporation Law
In view of frequent recommendations that a federal corporation 
law be enacted by Congress, the president of the Institute has 
been authorized to appoint a committee to prepare suggestions for 
accounting provisions of such a statute, in order that they may be 
ready for presentation when occasion arises.
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Code for Accountants
The Institute has kept in touch with the National Recovery 
Administration in order that it might be heard in case any 
proposed code for accountants was formally considered by the ad­
ministration. So far there has been no evidence of any disposi­
tion to impose a code on the profession.
Employment
The Institute has coöperated with the Federal Home Loan 
Bank Board in finding qualified accountants to fill available posi­
tions with the board.
The Institute collaborated with other organizations in New 
York in the registration of unemployed accountants in that city 
for purposes of the Civil Works Administration.
The employment exchange has found positions for accountants 
with professional firms and private companies.
Liability
The question of the legal liability of accountants has received 
the consideration of the Executive Committee. The committee 
has offered to consult with members who may be the object of 
suits based upon alleged negligence in professional engagements, 
and as a result informal advice has been rendered to members 
who have availed themselves of the opportunity.
Distribution of Information
Three hundred and forty-five news items or articles containing 
mention of the Institute appeared in 197 newspapers and maga­
zines in all parts of the country from November 1, 1933, to March 
31, 1934. These items refer to a wide variety of activities on the 
part of the Institute.
Reports and studies on the following subjects have been sent in 
pamphlet form to members and associates, other certified public 
accountants, state societies and state accountancy boards during 
the current year:
1. Accountants and the securities act
2. State legislation on accountancy
3. Legislation relating to independent audits
4. Activities of the Institute during the past fiscal year
5. Correspondence between the Institute and the New York
Stock Exchange
6. Audits of governmental bodies
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An effort has been made to include in the monthly Bulletin of 
the Institute complete current information of direct interest to 
accountants. Complimentary copies of the Bulletin have been 
sent to all state societies and to many individual certified public 
accountants. Officers of the Institute have described the work 
of the Institute before groups of accountants in twenty cities.
Terminology
A complete revised draft of the report of the special committee 
on terminology has been sent to the members of the committee 
for final review and criticism.
Membership
At April 1, 1934, the membership of the Institute had increased 
by 121 over the comparable figure a year ago. The total mem­
bership is now 2,243. One hundred and forty-five new members 
and associates have been admitted since September 1st and there 
have been 71 losses through death, resignation and failure to pay 
dues.
Finances
The financial report submitted to the Council showed total 
assets of the Institute and subsidiary organizations a t $436,111.29. 
The consolidated statement of income and expenses showed excess 
of income over expenses up to March 31st of $26,674.
Elections
At its meeting April 9th the Council elected I. Graham Pattin­  
son, Los Angeles, and Paul K. Knight, New York, to fill 
vacancies in the Council for the balance of the fiscal year.
Respectfully submitted,
J ohn L. Carey, Secretary.
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